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City of Hart
Management's Discussion and Analysis
June 30, 2004

This discussion and analysis is intended to serve as an introduction to the City's basic financial statements.
This report consists of a series of financial statements for the City of Hart as of June 30, 2004. The City of
Hart's basic financial statements are comprised of three components:

1. Governmental-wide financial statements
2. Fund financial statements
3. Notes to the financial statements

The Statement of Net Assets and the Statement of Activities provide information about the activities of the
City as a whole and present a longer-term view of the City's finances. Fund financial statements tell how
these services were financed in the short-term, as well as what remains for future spending. Fund financial
statements also report the City operations in more detail than the government-wide financial statements.

This report also contains other required supplementary information in addition to the basic financial
statements themselves.

FINANCIAL HIGHLIGHTS

At the close of the fiscal year the City of Hart had total assets of $25,963,429 and total liabilities of
$8,964,697 leaving net assets of $16,998,732. Of this amount, $6,551,817 (unrestricted net assets) may be
used to meet the ongoing obligations to citizens and creditors. The City has heavy infrastructure
investments in hydro electric, water, sewer, and wastewater treatment facilities evidenced by business-type
total net assets of $15,833,222, over 93% of total net assets.

Business-type functions had operating income of only $58,151 comprised of $462,506 hydro income and a
$404,355 loss in water/sewer operations. All charges for utility services were increased in fiscal 2004
which contributed to the overall net operating income.

The City ended the year with deficits in two non-major funds. The local street fund and the street

improvements fund had deficits of $9,987 and $52,484 respectively. These deficits will be eliminated by
future operations and operating transfers.

OVERVIEW OF THE FINANCIAL STATEMENTS

Government-wide Financial Statements
The government-wide financial statements are designed to provide the reader with a broad overview of the
City's finances. The statements are similar to those of a private sector business.

The Statement of Net Assets presents information of all the City's assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the City is improving or deteriorating.

The Statement of Activities presents information showing how the City's net assets changed during the
fiscal year. All changes in net assets arc reported when the event giving rise to the change occurs,
regardless of the timing of related cash flows. Thus, revenues and expenditures are reported in this
statement for some items that will only result in cash flows in the future fiscal periods.




City of Hart

Management’s Discussion and Analysis

Both of the government-wide statements mentioned above distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are designed to recover all or a significant part of their costs through user fees and charges
for services (business type activities). The government activities of the City include general government,
public safety, public works, community and economic development, and cultural and recreational activities.
The business-type activities of the City include the hydro electric, water and sewer services.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The City, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds
of the City can be divided into three categories; governmental funds, proprietary funds, and fiduciary funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. Unlike the government-wide financial statements,
government fund financial statements focus on current sources, uses, and balances of spendable resources
available at the end of the fiscal year. This information may be useful in evaluating a governmental entity's
short-term financing requirements.

Because the focus of governmental funds is narrower than that of the governmental-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government's short-term financing decisions.
Both the governmental fund balance sheet and the governmental fund statement of revenues, expenditures,
and changes in fund balances provide a reconciliation to facilitate this comparison between the two.

The City maintains twelve individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the General Fund and Building Authority Fund, both of which are considered
to be major funds. Data from the other funds are combined into a single, aggregated presentation.
Individual fund data for each of these non-major governmental funds is provided in the form of combining
statements elsewhere in this report.

Proprietary Funds

The City of Hart has two enterprise funds. Enterprise funds are used to report the same functions presented
as business-type activities in the government-wide financial statements. The City uses enterprise funds to
account for its 1) water and sewer, and 2) hydro electric operations. Enterprise funds provide the same type
of information as the government-wide financial statements, only in more detail.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the City. Fiduciary
funds are not reflected on the government-wide financial statements because the resources from those funds
are not available to support the City's programs. The accounting method used for fiduciary funds is much
like that used for the proprietary funds.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements. The reader is encouraged to include the reading of this
section in any attempt to analyze and understand these statements.
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City of Hart

Management’s Discussion and Analysis

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents certain
required supplementary information concerning the City's budgetary information as it relates to the actual
expenditures for the General Fund.

The combining statements referred to earlier in connection with non-major governmental funds are
presented immediately following the required supplementary information on budgetary information.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

City of Hart's Net assets

Recall that the statement of net assets provides the perspective of the City as a whole. The following table
provides a summary of the City's net assets. As of June 30, 2004 the City’s net assets from governmental
activities totaled $1,165,510 and $15,833,222 from business-type activities, a government-wide net asset
total of $16,988,732. Since this is the first year the City has prepared financial statements following GASB

Statement No. 34, comparisons to fiscal year 2003 are not available.

In examining composition of assets, the reader should note that the amount of governmental activities
invested in capital assets (i.c., streets, buildings, furniture and equipment, etc.) are used to provide services
to the residents, and are not available to pay salaries, operational expenses or fund capital projects.

Governmental Business-type
Activities Activities Total
Current and other assets $1,608,429 $ 7,526,609 $ 9,135,038
Capital assets 1,010,615 15,817,776 16.828.391
Total assets 2,619,044 23,344,385 25,963,429
Long-term liabilities outstanding . 1,242,402 7,213,654 8,456,056
Other liabilities 211,132 297,509 508.641
Total habilities 1,453,534 7,511,163 8.964.697
Net assets:
Invested in capital assets,
net of related debt 652,102 9,186,095 9,838,197
Restricted 155,387 453,331 608,718
Unrestricted 358.021 6.193.796 6.551.817
Total net assets $1,165,510 $15,833,222 $16,998,732

City of Hart's Changes in Net Assets

The results of this year's operations for the City as a whole are reported in the statement of activities, which
shows the changes in net assets for fiscal year 2004. Since this is the first year the City has prepared
financial statements following GASB Statement No. 34, revenue and expense comparison to fiscal year
2003 is not available.
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City of Hart

Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Property taxes
Grants and contributions not restricted to
specific programs
Other
Total revenues

Expenses:
General government
Public safety
Public works
Community and economic development
Culture and recreation
Interest on long-term debt
Hydro
Water and sewer
Total expenses
Increase in net assets before transfers
Transfers
Increase in net assets
Net assets - July 1, 2003
Net assets - June 30, 2004

Management’s Discussion and Analysis
g

Governmental
Activities

$ 319,951
198,839
315,600

692,500

201,042

(31,409)
1,696,523

$ 237,573
440,369
487,727

3,676
36,936
52,475

1,308,756
387,767
(56,288)
331,479
834,031

$1,165,510

Business-type
Activities

$ 3,801,099

330,615

430,462

—_— e

4,562,176

2,291,723
1,789.139
4,080,862
481,314

__ 56,288
537,602
15.295.620
$15,833,222

Total

$ 4,121,050
198,839
646,215

692,500

201,042
399.053
6,258,699

$ 237573
440,369
487,727

3,676
86,936
52,475

2,291,723
1.789.139
5.389.618

869,081

869,081
16,129,651
$16,998,732

At year-end, on June 30, 2004, net assets increased by $331,479 in governmental activities and $537,602 in

business-type activities, an increase of $869,081 government-wide.

Governmental Activities

Several events and projects contributed to the $33 1,479 net asset increase in governmental activities. The
capitalization of the Creeks-Enterprise Development and recognition of the special assessments associated

with the project was the principal contributor to the increase in the n

financial statements.

Business-type Activities

et assets in the government wide

Operating revenues in Hydro Electric and Water/Sewer totaled $3,806,750 comprised of $2,714,118 in
Hydro Electric and $1,092,632 in Water/Sewer. Subtracting operating expenses, Hydro Electric
experienced operating income of $462,506 and Water/Sewer posted an operating loss of $404,355 for a net
operating income for business-type activities of $58,151.

In fiscal 2004, the Hydro Electric fund forgave a loan to Water/Sewer in the amount of $651,240 which
primarily contributed to a decrease in net assets of $220,432 in Hydro Electric.
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Management’s Discussion and Analysis

Non-operating revenues in the Water/Sewer fund reversed the $404,355 operating loss. The significant
non-operating revenues were as follows: special assessments (mainly Crecks-Enterprise), $330,615;
investment income including interest earned from special assessments within the agricultural renaissance
zone, $195,392; sale of property near 88" & Polk Road to Consumers Energy, $221,006; and transfers in
(principally from Hydro Electric), $707,528. Therefore, Water/Sewer net assets increased by $758,034 in
fiscal 2004.

Net assets for business-type activities increased by $537,602 in the year ending June 30, 2004.

FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS

As stated earlier in this discussion and analysis, the City of Hart uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

Governmental funds

The focus of the City's governmental funds is to provide information on near-term inflows, outflows, and
balances in spendable resources. Such information is useful in assessing the City's financing requirements.
In particular, unreserved fund balances may serve as a useful measure of a government's net resources
available for spending at the end of the fiscal year.

At the end of the 2004 fiscal year, the governmental funds reported a combined fund balance of $264,772.
Of this number, $94,112 represents the unreserved fund balance, comprised of $99.019 in the General
Fund, $2,125 in the Building Authority Fund, and net deficit of $7,032 in other governmental funds. It is
necessary to further distinguish between unreserved and reserved find balance. The unreserved balance
represents what is available for spending at the City’s discretion. The remainder of the fund balance is
reserved to indicate that it is not available for new spending because it has already been committed to
advances ($15,273), debt service ($21,858), and capital projects ($133,529).

The General Fund is the chief operating fund of the City. The General Fund pays for administration, public
safety, general public works, assessments, clections, legal, recreation, garbage collection, boards and
commissions, and other minor functions. The General Fund ended the year with a fund balance of
$114,292, a $25,708 increase from fiscal 2003. The unreserved General Fund balance was $99,019. The
health of the General Fund may be measured by the ratio of unreserved General Fund balance to annual
General Fund expenditures. Unreserved fund balance represents 10% of the general fund expenditures.

Due in part to increased tax revenues, general fund revenues exceeded expenses by $131,532 before
transfers. Afier transfers, the net change in fund balance was a modest increase of $25,708. Combined
with a June 30, 2003 balance of $88,584, the general fund had a June 30, 2004 balance of $114,292 or 12%
of total expenditures of $988,030.

Primarily due to capital outlay in fiscal year 2004 for the new Hart Area Public Library in the amount of
$911,059 and capital outlay for the Crecks-Enterprise Development, the net change in fund balance for all
governmental funds decreased by $682,452.

Proprietary funds

The City's proprietary funds provide the same type of information found in the governmental financial
statement, but in more detail. A significant event in fiscal year 2004 was the 2003 electric, water and sewer
rate study conducted by Utility Financial Solutions. This study concluded that operating losses were
occurring in the water/sewer fund and rate adjustments were needed to correct the imbalance. The City
adopted new rates in late 2003 and additional rate increases are programmed for future years.
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Management’s Discussion and Analysis

Another important event in year-end June 30, 2004 was a loan forgiven by the Hydro Fund to the
Water/Sewer Fund in the amount of $651,240. This transaction allowed the Water/Sewer Fund to maintain
a positive cash position but caused a commensurate reduction in Hydro Fund net assets.

Sale of property to Consumers Energy near 88" Avenue and Polk Road provided short-term relief to the
Water/Sewer Fund in the amount of $221,006. The land was used for an electric substation.

Budget Analysis — General Fund
At various times throughout any budget year, budget amendments are needed to reflect changing financial
conditions and changes to financial policy. The year ending June 30, 2004 was typical.

Local intergovernmental revenues were increased to reflect anticipated lease payments from the Hart Area
Public Library and a proposed contribution from the Tax Increment F inancing Authority.

On the expenditure side, capital outlay budget was increased due to additional improvements made in the
TIFA district.

Finally, budgeted transfers were increased due to anticipated debt service requirements.

Capital Asset Administration

The City’s investment in capital assets for its governmental and business-type activities as of June 30, 2004
totaled $16,998,732 (net of accumulated depreciation). Investment in capital assets includes land and land
improvements, buildings and improvements, infrastructure (including utility systems), furniture and
equipment.

Major capital asset events during the current fiscal year included construction of the Hart Area Public
Library building, and the Creeks and Enterprise Drive streets development which included water and sewer
infrastructure.

Debt Administration

As of June 30, 2004 the City had outstanding long-term liabilities of $8,539,556 consisting of general
obligation bonds, Michigan Transportation Fund bonds, special assessment bonds, installment purchase
contracts, compensated absences, revenue bonds, and contractual obligations. These liabilities lie
predominately in the enterprise funds in the amount of $7,213,654, approximately 84% of the total. The
largest source of debt consists of a contractual obligation in the amount of $4,335,000 to Oceana County
for the 2002 wastewater treatment plant expansion.

On the governmental side of the City, the largest source of debt is outstanding Building Authority Bonds in
the amount of $885,000 for the new library.

Annual principal and interest payments for fiscal year 2005 are $962,900; in fiscal 2006, $928,800; and in
fiscal 2007, $914,800.
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Management’s Discussion and Analysis

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

The City of Hart 2004-05 budget calls for a reduction in expenditures in response to State of Michigan
threats to reduce shared revenue. State legislation enacted in September, 2004 sustained current levels of
State-shared revenue of approximately $200,000 but the future is uncertain. Property tax revenues
increased to $692,500 in year-end June 30, 2004, up approximately $107,000 from fiscal year 2003,

The street improvement Millage rate of approximately 2 mills expires for fiscal year 2005. Unless
renewed, the City will lose about approximately $71,000 in revenues for street rehabilitation.

Garbage fees increased in fiscal 2005 by $2 to $10 per month adding about $16,000 in general fund
revenue. Notwithstanding, fees collected ($93,000) do not cover the cost of garbage service ($134,000).

Based on a comprehensive study, utility rates were increased in December 2003 to correct an ongoing
imbalance between revenues and expenditures particularly in the water/sewer fund. Although additional
rate increases are programmed, it will take several more years to correct the imbalance in the water/sewer
fund.

Engineering studies are underway in hydro and water/sewer area. These studies will draw conclusions
about the need for infrastructure improvements and make recommendations targeting voltage upgrades in
hydro electric; and lift station, water main and sewer line, and elevated tank improvements in water/sewer.
The financial impact of these contemplated improvements is unknown at this time.

Contacting the City's Management

This financial report is intended to provide our citizens, taxpayers, residents, voters, customers and
investors with a general overview of The City's finances as well as to depict the City's accountability for the
money it receives and spends. If you have questions about this report or need additional information, we
welcome you to contact City Hall at 231-873-2488. Hart City Hall, located at 407 State Street, Hart, MI
49420. Hart City Hall is open Monday through Friday from 8:00 AM to 5:00 PM excluding most national
holidays.
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BRICKLEY DELONG

- CERTIFIED PUBLIC ACCOUNTANTS
ch%
w— INDEPENDENT AUDITORS’ REPORT
- October 4, 2004
- City Council
City of Hart
Hart, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the City of Hart as of and for the year ended June 30, 2004, which collectively comprise the City's

- basic financial statements as listed in the table of contents. These financial statements are the responsibility of the
City of Hart's management. Our responsibility is to express opinions on these financial statements based on our
audit.

—_—

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
- financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

[
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, the discretely presented component

= unit, each major fund, and the aggregate remaining fund information of the City of Hart as of June 30, 2004, and
the respective changes in financial position and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

[ ]

As described in Note A, the City has implemented a new financial reporting model, as required by the provisions
of GASB Statement No. 34, Basic Financial Statements—and Management s Discussion and Analysis—for State
- and Local Governments, as of June 30, 2004.

The management's discussion and analysis and budgetary comparison information on pages i through vii and 34,
p are not a required part of the basic financial statement but are supplementary information required by accounting
’ principles generally accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and €Xpress no opinion on it.

[
=
P
- 500 Terrace Pluza « P.O. Box 999 « Muskegon, MI 49443 1 907 8. State St. « P.O. Box 331 « Hart, MI 49420
I PHONE (231) 726-3157 « FAX (231) 722-0260 PHONE (231) 873-1040 « FAX (231) 873-0602
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BRrICKLEY DELONG

City Council
October 4, 2004
Page 2

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Hart's basic financial statements. The combining nonmajor fund financial statements are
presented for purposes of additional analysis and are not a required part of the basic financial statements. The
combining nonmajor fund financial statements have been subjected to the auditing procedures applied in the audit

of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole.
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City of Hart
NOTES TO FINANCIAL STATEMENTS
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Hart (City) have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as applied to government units. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. The more significant of the City's accounting
policies are described below.

Effective July 1, 2003, the City adopted GASB Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis — for State and Local Governments, as amended by GASB
Statement No. 37 and No. 38. These statements primarily establish standards for external financial
reporting for state and local governments. Certain significant changes in these statements include the
following:

* A Management Discussion and Analysis (MD&A) section providing an analysis of the City’s
overall financial position and results of operations.

* Govemment-wide financial statements prepared using full accrual accounting for all of the
City’s activities.

* A change in the fund financial statements to focus on the major funds.

e Expansion of footnote disclosures.

* These and other changes are reflected in the accompanying financial statements, including

notes to financial statements.

The beginning net assets restated for the effects of implementation of GASB Statement No. 34 are as follows:

Fund balances at July 1, 2003—governmental funds $ 947,224
Receivables 690
Deferred charges, net 34,005
Capital assets, net 1,014,994
Accrued liabilities (7,811)
Long-term liabilities (1,069,668)
Compensated absences (72,704)
Deferred revenue 17,301
Capital lease paid in advance (30,000)
Restated net assets at July 1, 2003 $_ 834,031

Additionally, the City's Hydro Fund net assets reflects an increase of $53,123 for a correction of an error. The
correction is funds held by a supplier for the City for a settlement from a class action law suit from which the
City was a beneficiary. The funds will be used to offset the cost of services provided by the electricity
supplier.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
1. Reporting Entity

The City of Hart (City) is a municipal corporation governed by an elected mayor and a six-member City
Council and is administered by a city manager appointed by the City Council. The accompanying financial
statements present the government and its component units, entities for which the government is considered to
be financially accountable. Blended component units, although legally separate entities, are, in substance,
part of the government's operations. The discretely presented component unit is reported in a separate column
in the government-wide financial statements (see note below for description) to emphasize that it is legally
separate from the government.

Blended Component Unit

Building Authority. The City appoints all Board members and approves annual budgets for the Authority, and
the legal liability for the general obligation portion of the Authority's debt remains with the City. The
Authority is reported as a debt service and capital projects fund.

Discretely Presented Component Unit

The discretely presented component unit reported by the City is the Tax Increment Finance Authority (TIFA).
The TIFA board is appointed by the City Council, but the board, after appointments, operates as a separate
entity. The TIFA board can authorize and issue debt independent from the City. The TIFA is presented as a
governmental fund type.

The City of Hart's cemetery is a related organization which is excluded from the financial reporting entity
because the City's accountability does not extend beyond making appointments. The City pays one-half of
the cemetery's expenditures. Audited financial statements are available from the cemetery.

2. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of changes in net
assets) report information on all of the nonfiduciary activities of the primary government and its component
units. For the most part, the effect of interfund activity has been removed from these statements.
Governmental activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and charges for support.
Likewise, the primary government is reported separately from certain legally separate component units for
which the primary government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or segment and 2) grants and
contributions that are restricted to meeting the operational or capital requirement of a particular function or
segment. Taxes and other items not properly included among program revenues are reported instead as
general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds,
even though the latter are excluded from the government-wide financial statements. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
3. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial statements. Revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which they are levied. Grants
and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable
and available. Revenues are considered to be available when they are collectible within the current period or
soon enough thereafter to pay liabilities of the current period. For this purpose, the government considers
revenues to be available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures, as well as expenditures related to compensated absences and claims and judgments, are
recorded only when payment is due.

Property taxes, franchise taxes, licenses and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Only the portion of special assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items are considered to be
measurable and available only when cash is received by the government.

The City reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another fund.

The Building Authority Fund is the capital projects fund to account for the construction of the
new Library building.

The City reports the following major proprietary funds:

The Water and Sewer Fund operates the City's sewage collection and treatment and water
distribution systems.

The Hydro Fund purchases and distributes electrical services to the residents of the City.
Additionally, the City reports the following fund types:

The private purpose simple trust fund is used to account for resources held in trust for the Historic
District Commission.

The Pension Trust Fund accounts for the activities of the City's employees’ retirement plan,
which accumulates resources for pension benefit payments.

The Property Tax Collection Fund is an agency fund, custodial in nature, and does not measure
results of operations or have a measurement focus.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
3. Measurement Focus, Basis of Accounting and Financial Statement Presentation—Continued

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally
are followed in both the government-wide and proprietary fund financial statements to the extent that those
standards do not conflict with or contradict guidance of the Government Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The City has elected not to follow
subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated form the government-wide financial
statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges between the City's
water and sewer function and various other functions of the government. Elimination of these charges would
distort the direct costs and program revenues reported for the various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services or
privileges provided, 2) operating grants and contributions and 3) capital grants and contributions, including
special assessments. Internally dedicated resources are reported as general revenues rather than as program
revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with
a proprietary fund's principal ongoing operations. The principal operating revenues are charges to customers
for sales and services. The enterprise funds also recognize as operating revenue the portion of tap fees
intended to recover the cost of connecting new customers to the system. Operating expenses for enterprise
funds and internal service funds include the cost of sales and services, administrative expenses and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City's policy to use restricted
resources first, then unrestricted resources as they are needed.

4. Assets, Liabilities and Net Assets or Equity
a. Deposits and Investments

The City's cash and cash equivalents are considered to be cash on hand, demand deposits and short-term
investments with original maturities of six months or less from the date of acquisition.

The City has adopted an investment policy in compliance with State of Michigan statutes. Those statutes
authorize the City to invest in obligations of the United States, certificates of deposit, prime commercial
paper, securities guaranteed by United States agencies or instrumentalities, United States government or
federal agency obligation repurchase agreements, bankers acceptances, state-approved investment pools
and certain mutual funds.

The component unit's cash and cash equivalents are maintained in its own cash account.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
4. Assets, Liabilities and Net Assets or Equity—Continued
b. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either "due to/from other funds" (i.e., the current portion of interfund
loans) or "advances to/from other funds" (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as "due to/from other funds”. Any residual balances
outstanding between the governmental activities and business-type activities are reported in the
government-wide financial statements as "internal balances".

Advances between funds, as reported in the fund financial statements, are offset by a fund balance reserve
account in applicable governmental funds to indicate that they are not available for appropriation and are
not expendable available financial resources.

Special assessments receivables are assessments on properties benefited by water, sewer and road
improvement projects. The revenues generated from the special assessments are used to make the
principal and interest payments on debt utilized to finance those projects.

All trade and property tax receivables are shown net of allowance for uncollectibles.

The City bills and collects its own property taxes. Taxes levied on July 1 are due without penalty on or
before August 31. The property taxes attach as an enforceable lien on property as of July 1. Uncollected
real property taxes as of the following March 1 are turned over by the City to the County for collection.
The County advances the City all of these delinquent real property taxes. Collection of delinquent
personal property taxes as of March 1 remain the responsibility of the City Treasurer. Since substantially
all City property taxes levied are current receivables, tax revenues are recognized when levied.

The 2003 state taxable value for real/personal property of the City totaled approximately $45,761,403 of
which approximately $1,222,250 was captured by the TIFA. The ad valorem taxes levied consisted of
12.68 mills for operation and 1.95 mills for Street Improvements. An additional 2.0 mills is levied on all
taxable value in the TIFA district of approximately $3,218,000 for operations. These amounts are
recognized in the respective General Fund, Street Improvements Capital Project Fund, and TIFA
component unit.

c. Inventories and Prepaid Items

All inventories are valued at cost using the first-in/first-out(FIFO) method. Inventories of governmental
funds are recorded as expenditures when consumed rather than when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements.

d. Restricted Assets
Certain proceeds of the Enterprise Fund revenue bonds, as well as certain resources set aside for their

repayment, are classified as restricted assets on the balance sheet because they are maintained in separate
bank accounts and their use is limited by applicable bond covenants.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
4. Assets, Liabilities and Net Assets or Equity—Continued
e. Capital Assets

Capital assets, which include property, plant, equipment and infrastructure assets (¢.g., roads, bridges,
sidewalks and similar items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Capital assets are defined by the government as
assets with an initial, individual cost of more than $2,000 and an estimated useful life in excess of one
year. Such assets are recorded at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date of donation. The City has
elected to capitalize infrastructure assets using the prospective approach, from fiscal year 2004 forward.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type activities is included as part of
the capitalized value of the assets constructed.

Property, plant and equipment is depreciated using the straight-line method over the following estimated
useful lives:

Assets Years
Land improvements 20-50
Buildings 30-50
Public domain infrastructure 20-30
System infrastructure and improvements 15-50
Vehicles and equipment 5-10

f. Compensated Absences
The City has established an “earned time off” (ETO) policy.

ETO accumulates up to 32 hours per month, based on employee length of service. Maximum
accumulation of 840 hours of general employees and 900 hours for police officers is allowed. ETO over
the maximum accumulation is paid by the City at 50 percent of the excess accumulation at the close of
each fiscal year. Upon non-disciplinary termination of employment, 75 percent of the accumulated ETO
is paid.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
4. Assets, Liabilities and Net Assets or Equity—Continued
g. Long-Term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities or proprictary fund type statement of net assets. Bond premiums and
discounts as well as issuance costs, are deferred and amortized over the life of the bonds using the
effective interest method. Bonds payable are reported net of the applicable bond premium or discount.
Bond issuance costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures.

h. Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance for amounts that

are not available for appropriation or are legally restricted by outside parties for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to change.

i. Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect certain reported amounts and
disclosures.

NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
1. Budgetary Information

Annual budgets are adopted on a basis consistent with generally accepted accounting principles for all
governmental funds except the capital projects funds, which adopt project-length budgets, and the permanent
fund, which is not budgeted. All annual appropriations lapse at fiscal year end.

The City follows these procedures in establishing the budgetary information provided in the financial
statements:

a. Prior to June 30, the City Manager submits to the City Council a proposed operating budget for
the fiscal year commencing the following July 1. The operating budget includes proposed
expenditures and the means of financing them.

b. Public hearings are conducted at the City Hall to obtain taxpayer comments.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY—Continued

1. Budgetary Information—Continued

¢. Not later than the second Monday in May, the budget is legally enacted through passage of a
resolution.

d. Supplemental appropriations, when required to provide for additional expenditures, are
matched by additional anticipated revenues or an appropriation of available fund balance and
must be approved by the City Council. All appropriations lapse at year end.

The appropriated budget is prepared by fund, function and department. The City's department
heads may make transfers of appropriations within a department. Transfers of appropriations
between departments require the approval of the City Council. The legal level of budgetary
control is the department level. The City Council made several supplemental budgetary
appropriations throughout the year.

2. Fund Deficits

As of June 30, 2004, the funds listed below had accumulated deficits as follows:

Accumulated
Fund deficits
Special revenue funds
Local Streets $ 9,897
Capital projects funds
Street Improvements 52,484

The deficits will be eliminated through future operations and operating transfers.

NOTE C—DEPOSITS AND INVESTMENTS
1. Deposits

The City’s deposits are categorized to give an indication of the level of risk assumed by the entity at year end.
Category 1 includes deposits insured or collateralized with securities held by the entity or its agent in the
entity’s name. Category 2 includes deposits collateralized with securities held by the pledging financial
institutions” trust department or agent in the entity’s name. Category 3 includes deposits which are
uncollateralized.

As of June 30, 2004, the City’s carrying amount of deposits was $166,398 and the bank balance was
$167,905. Of the bank balance, $132,336 was covered by federal depository insurance.
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE C—DEPOSITS AND INVESTMENTS—Continued

2. Investments

As of June 30, 2004, the City's and the discretely presented component unit’s investments represented holdings
in a municipal investment pool, mutual funds and certificates of deposit with original maturities of longer than
six months. During the year ended June 30, 2004, the City's investments were only in these types of
investments.

The City's investments are categorized below to give an indication of the level of risk assumed by the entity at
year end. Category 1 includes investments that are insured or registered or for which the securities are held
by the City or its agent in the City's name. Category 2 includes uninsured and unregistered investments for
which the securities are held by the broker’s or dealer’s trust department or agent in the City's name.

Category 3 includes uninsured and unregistered investments for which the securities are held by the broker or
dealer, or by its trust department or agent but not in the City's name. The state-approved investment pools are
not categorized as they are synonymous with mutual funds. The City’s fair value of investments in those
pools and mutual funds were $2,538,364 at June 30, 2004.

Category Fair
1 2 3 _ value
Certificates of Deposit $_70449 $ - § - $__ 70449

The composition of pension trust fund investments at fair value is included in the previous paragraph and
shown in the following table:

Domestic equities funds $ 441971
Fixed income funds 163,259
International funds 45,713
Money market funds 2.094

$_ 653,037

Below is a summary of the combined balance sheet deposits and investments:

Deposits Investments Total
Cash and investments $ 166,398 $ 2,151,483 $ 2,317,881
Restricted assets - 453.331 453 331

$_ 166,398 $.2.604814 $2771212
3. Restricted Assets

Restrictions are placed on assets by bond ordinance and City Council action. At June 30, 2004, restricted
cash and investments in the Enterprise funds are restricted as follows:

Water and Sewer Fund

Operations and maintenance reserve $ 66,870

Bond and interest redemption fund 267,667

Repairs and replacement 14,794
Hydro Fund

Bond and interest redemption 104,000

$ 453331
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE D—NOTE RECEIVABLE
The Building Authority Capital Projects Fund sold a building that it constructed to Hart District Library

through a capital lease. The agreement requires annual payments of $30,000 to $70,000 plus interest at rates
varying from 3.5 percent to 5 percent through June 2022.

NOTE E—CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2004 was as follows:

Balance Balance
July 1, 2003 Additions Deductions  June 30, 2004

Governmental activities:
Capital assets, not being depreciated:

Land $ 89315 § - $ 80000 $ 9,315

Land improvements - 2.678 2,678 -
Total Capital assets, not being depreciated 89,315 2,678 82,678 9,315
Capital assets, being depreciated:

Buildings and improvements 843,163 908,381 1,182,719 568,825

Furmniture and equipment 671,630 39,551 2,000 709,181

Infrastructure - 375,275 - 375,275
Total capital assets being depreciated 1,514,793 1,323,207 1,184,719 1,653,281
Less accumulated depreciation:

Buildings and improvements 275,966 6,210 - 282,176

Furniture and equipment 313,148 56,657 - 369.805
Total accumulated depreciation 589.114 62.867 - 651,981
Total capital assets, being depreciated, net 925,679 1,260,340 1,184,719 1,001,300
Capital assets, net $.1014994 $.1,263,018 $1,267397 $.1,010,615
Business-type activities:
Capital assets, not being depreciated:

Land $ 236,536 $ - 8 1,994 § 234,542
Capital assets, being depreciated:

Hydro System 6,998,546 156,361 - 7,154,907

Water System 2,771,380 214,293 - 2,985,673

Sewer System 12,494,932 332,251 - 12,827,183

Furniture and equipment 630,293 83,500 - 713,793
Total capital assets, being depreciated 22,895,151 786,405 - 23,681,556
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City of Hart

NOTES TO THE FINANCIAL STATEMENTS—CONTINUED

June 30, 2004
NOTE E—CAPITAL ASSETS—Continued
Business-type activities:
Less accumulated depreciation:
Hydro System $ 3264332 $ 159,011 $ - $3,423343
Water System 1,365,693 73,276 - 1,438,969
Sewer System 2,488,503 357,527 - 2,846,030
Furniture and equipment 345.944 44.036 - 389.980
Total accumulated depreciation 7,464,472 633.850 - 8.098.322
Total capital assets, being depreciated, net 15,430,679 152,555 - 15.583.234
Capital assets, net $15,667215 $__152555 $ 1,994 $15.817,776
Depreciation
Depreciation expense was charged to functions as follows:
Government activities:
General government $ 15574
Public safety 10,111
Public works 30,856
Culture and recreation 6.326
$__ 62867
Business-type activities:
Hydro $ 188,867
Water and sewer 444 983
$___ 633,850

NOTE F—DEFERRED REVENUE

Governmental funds report deferred revenue in connection with receivables for revenues that are not
considered to be available to liquidate liabilities of the current period. Governmental funds also defer revenue
recognition in connection with resources that have been recetved, but not yet earned. At the end of the current
fiscal year, the various components of deferred revenue, which represented unavailable and unearned revenue
reported in the governmental funds were as follows:

Unavailable Unearmned
Special assessments not yet due $ 274004 $ -
Camping fees not yet earned - 18,700

$__ 274004 $__ 18,700
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City of Hart

NOTES TO THE FINANCIAL STATEMENTS—CONTINUED

June 30, 2004

The composition of interfund balances is as follows:

Due to/from other funds:
Receivable Fund

Hydro
Nonmajor governmental fund

Total

Advances from/to other funds:
Receivable Fund

General
Hydro
Hydro

Interfund transfers:
Transfer out
General Fund

Building Authority-Library

Nonmajor governmental funds

Hydro Fund

NOTE H—LONG-TERM DEBT

Pavable Fund

Nonmajor governmental
Water and Sewer

Payable Fund

Water and Sewer
Nonmajor governmental
Water and Sewer

Transfers in

Water and Sewer Fund
Nonmajor governmental funds
Nonmajor governmental funds
Water and Sewer Fund
Nonmajor governmental funds
Water and Sewer Fund

Summary of Changes in Long-Term Liabilities
The following is a summary of long-term liabilities activity for the City for the year ended June 30, 2004.

Governmental activities:
General obligation bonds

Michigan Transportation fund bonds

Special Assessment bonds

Installment purchase agreements

Compensated absences

Governmental activity
Long-term liabilities

NOTE G—INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

Amount Purpose
$ 72,943  Operations and construction
9.329  Debt Service
$_82272
Amount Purpose
$ 15,273 Operations
14,054 Operations
737,024 Operations
$.766,351
Amount Purpose
$ 54243 Operations
52,160 Operations
76,128 Debt Service
2,045 Operations
8,585 Operations
651,240 Forgiveness of debt
$ 844,401

Balance Balance

July 1, June 30, Due within
2003 Additions Deductions 2004 one vear

$ 920,000 $ 85000 $ 35000 $ 970,000 $ 40,000
100,000 - 20,000 80,000 20,000

- 166,454 - 166,454 -

49,668 - 22,609 27,059 23,500
72.704 9.685 - 82.389 -
$.1,142372 $261,139 $_77,609 $ 1,325902 $_83.500
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City of Hart

NOTES TO THE FINANCIAL STATEMENTS—CONTINUED

June 30, 2004

NOTE H—LONG-TERM DEBT—Continued

Summary of Changes in Long-Term Liabilities—Continued

Balance Balance Due within
July 1, 2003 Additions Deductions June 30, 2004 one year
Business-type activities:
Special assessment bonds $ 85000 $ 483,546 $ 15000 $ 553,546 $ 20,000
Revenue bonds 2,440,000 - 200,000 2,240,000 205,000
Contractual obligations 4,610,000 - 275,000 4,335,000 285,000
Installment purchase agreements 29,828 - 8,193 21,635 8,500
Compensated absences 77.484 - 14,011 63.473 -
$7242312 $_ 483,546 $__ 512,204 $ 7,213,654 $.518,500
Balance

Governmental activities
General obligation bonds:
$950,000 Building Authority Bonds,
series 2003 due in annual installments of
$35,000 to $70,000 through June 2022;
interest varying from 3.5% to 5%

$85,000 General Obligation Bonds, series
2004 due in annual installments of $5,000
to $10,000 through September 2013;
interest at rates varying from 3.2% to 4%

Michigan Transportation Fund bonds:
$250,000 Transportation Fund Bonds of
1993 due in annual installments of $20,000
through August 2007; interest at 5.8%

Special Assessment bonds:
$166,454 Special Assessment bonds, series 2004
due in annual installments of $1,300 to $27,300
through September, 2013; interest at rates
varying from 3.2% to 4%

Installiment purchase agreements:
$11,474 Note payable to bank due in semi-annual
installments including interest, of approximately
$1,200 through September 2006; interest at 3.3%
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE H—LONG-TERM DEBT—Continued

Summary of Changes in Long-Term Liabilities—Continued

Balance
June 30, 2004

Governmental activities
Installment purchase agreements:
$80,000 Note payable in annual installments of
$21,170 plus interest through February 2005,
interest at 3.9% $ 21.170
27.059
1,243,513

Compensated absences 82,389

$_1,325,902
Business-type activities:
Revenue bonds:
$1,715,000 Water and Sewer Revenue Refunding
Bonds, Series 1998 due in annual installments of
$115,000 to $175,000 through July 2012; interest
at rates varying from 4.8% to 5.2% $ 1,070,000

$420,000 Water and Sewer Revenue Bonds, Series
2001 due in annual installments of $40,000 to
to $50,000 through July 2011; interest at rates
varying from 3.75%to0 4.5% 315,000

$950,000 Electric System Revenue Bonds, Series
2002 due in annual installments of $50,000 to
$85,000 through April 2017; interest at rates
varying from 2.85% to 5% 855,000
2,240,000
Special Assessment bonds:
$142,000 Special Assessment Bonds of 1998 due in
annual installments of $15,000 to $20,000 through
September 2007; interest at 4.4% 70,000

$483,546 Special Assessment Bonds, Series 2004 due
in annual installments of $3,700 to $77,700 through
September 2013; interest at rates varying from 3.2%
to 4% __ 483,546
553,546
Contractual obligations:
$5,165,000 obligation to Oceana County due in annual
installments of $285,000 to $455,000 through November
2015; interest at rates varying from 3.5% to 4.85% 4,335,000
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City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004
NOTE H—LONG-TERM DEBT-——Continued

Summary of Changes in Long-Term Liabilities—Continued

Balance
June 30, 2004
Business-type activities:—Continued
Installment purchase agreements:
$42,026 Note payable to bank due in semi-annual
installments including interest, of approximately
$4,600 through September 2006; interest at 3.5% $ 21635
$ 7,150,181

The City's water and sewer bond rating has been downgraded to "below investment grade".
The general obligation and special assessment bonds are backed by the full faith and credit of the City.
The City was in compliance in all material respects with all the revenue bond covenants at June 30, 2004.

Annual debt service requirements to maturity for debt outstanding as of June 30, 2004 follows:

Governmental Business-type
Year ending Activities Activities

June 30 Principal Interest Principal Interest
2005 $ 83500 $ 53900 $ 518,500 $§ 307,000
2006 63,700 48,900 532,500 284,200
2007 62,500 46,200 543,100 263,000
2008 91,800 43,100 643,200 239,700
2009 71,800 40,000 638,200 213,000
2010-2014 472,800 160,300 3,144,600 629,600
2015-2019 280,000 91,700 1,130,081 67,600
2020-2024 199,802 20,275 - -
Total $.1.325902 $504,375 $_7,150,181 $.2,004,100

NOTE I—BOND ISSUANCE COSTS
Balance Balance

July 1. 2003  Additions Deletions June 30, 2004

Governmental activities:
Bond issuance costs

Issuance costs $ 2099 $ 14943 § - $ 35912
Discount 14,250 - - 14,250
35,219 14,943 - 50,162

Less amortization
over 174 months 1,214 2,429 - 3,643
over 117 months - 639 - 639
1,214 3,068 - 4282
Total bond issue costs, net of amortization $_ 34005 $_11875 $ - $__ 45880
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City of Hart

NOTES TO THE FINANCIAL STATEMENTS—CONTINUED

June 30, 2004

NOTE I—BOND ISSUANCE COSTS—Continued

Business-type activities:
Bond issuance costs:
Water and Sewer
Issuance costs

Discount
Hydro
Issuance costs

Total bond issuance cost

Less amortization:

Water and Sewer
over 120 months
over 174 months
over 180 months

Hydro over 180 months
Total bond issuance costs, net of

amortization
Amortization

Amortization expense has been charged to the following functions:

Business-type activities:
Water and Sewer
Hydro

Governmental activities
Interest on long-term debt

NOTE J—OTHER INFORMATION

1. Risk Management

Balance Balance
July 1. 2003  Additions Deletions  June 30, 2004
$ 259,820 $ - 3 $ 259,820

16,693 - - 16,693
39.495 - 39.495
316,008 - - 316,008

$ 4,401 $ 2200 $ - § 6,601
58,026 9,671 - 67,697
15,236 7.618 - 22.854
77,663 19,489 - 97,152
2.633 2.633 - 5.266
80.296 22,122 - 102,418

$_ 235712 $.(22,122) $ - $_213,590
$ 19,489

2633

$__ 22,122

$ 3,068

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; and natural disasters for which the government carries commercial insurance.
Liabilities are reported when it is probable that a loss has occurred and the amount of the loss in excess of
insurance coverage can be reasonably estimated. There has been no loss in excess of insurance in the past

three years.

2. Contingent Liabilities

Amounts received or receivable from grant agencies are subject to audit and adjustment by grantor agencies,
principally the federal government. Any disallowed claims, including amounts already collected, may
constitute a liability to the applicable funds. The amount, if any, of expenditures that may be disallowed by
the grantor cannot be determined at this time, although the City expects such amounts, if any, to be

immaterial.
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City of Hart

NOTES TO THE FINANCIAL STATEMENTS—CONTINUED

June 30, 2004

NOTE J—OTHER INFORMATION—Continued

3. Segment Information

Condensed Statement of Net Assets
Current assets
Capital assets, net
Other assets
Total assets

Current portion of long-term debt
Current liabilities
Long-term liabilities, net of current portion of
long-term debt
Advances from other funds
Total liabilities

Invested in capital assets, net of related debt
Restricted
Unrestricted

Total net assets

Condensed Statement of Revenues, Expenses and
Changes in Net Assets
Operating revenues
Operating expenses
Administration and operations
Depreciation and amortization

Operating income (loss)
Nonoperating revenues (expenses)
Special assessments
Investment income
Interest expense

Special item-gain on sale of fixed assets
Transfers in

Change in net assets
Beginning net assets

Ending net assets

30

June 30, 2004

Water

Sewer

Combined

$ 252280 $ 317317 § 569,597

1,662,615 10,107,513 11,770,128
153,624 4772208 _4.925832
2,068,519 15,197,038 17,265,557

- 466,200 466,200

9,667 268,897 278,564
189,684 5,653,350 5,843,034
4,128 560.662 564,790
203,479 6949109 _7.152.588
1475375 4,471,661 5,947,036
349,331 - 349331
40334 3776268 3.816.602

$ 1,865,040 $ 8247929 $10,112,969
$ 216328 $ 876304 $ 1,092,632
174,234 877,771 1,052,005
80,202 364.780 444,982
(38,108)  (366,247)  (404,355)
153,624 176,991 330,615
468 194,924 195,392
(3,119)  (289,033)  (292,152)

- 221,006 221,006

203.888 503,640  707.528
316,753 441,281 758,034
1548287 7.806.648  9.354.935
$ 1,865,040 $ 8247929 $10,112,969




City of Hart
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
June 30, 2004

NOTE J—OTHER INFORMATION—Continued

3. Segment Information

June 30, 2004
Water Sewer Combined
Condensed Statement of Cash Flows
Net cash provided by operating activities $ 48857 $§ 216,687 $ 265,544
Net cash provided by (used for) noncapital financing
activities 4,128 (147,530)  (143,402)
Net cash used for capital and related
financing activities (30,172)  (252,716)  (282,888)
Net cash provided by investing activities 468 194,924 195,392
Net increase in cash and investments 23,281 11,365 34,646
Beginning cash and investments 172,237 142.448 314,685
Ending cash and investments $_ 195518 $_ 153,813 $ 349,331

NOTE K—EMPLOYEE PENSION PLANS

1. Deferred Compensation Plan

The City offers its employees a deferred compensation plan created in accordance with Internal Revenue
Code Section 457. The Plan, available to all full-time City employees at their option, permits participants to
defer a portion of their salary until future years. The deferred compensation is not available to participants
until termination, retirement, death, or unforesecable emergency. The City does not contribute to the Plan.

The Plan has created a trust for the exclusive benefit of the Plan's participants and beneficiaries under rules
provided in Internal Revenue Code Section 401(f).

2. Defined Contribution Plan

The City provides pension benefits for all its full-time employees through a money purchase defined contribution
plan. In a defined contribution plan, benefits depend solely on amounts contributed to the plan plus investment
earnings. Salaried and hourly employees who have attained the age of 21 and have completed six months of
service shall be eligible to participate in the plan. The City is required to contribute an amount equal to 4.5
percent of employee's annual compensation. Employees are required to contribute 2 percent of annual
compensation. Employees may also make additional voluntary contributions. The City's contributions for each
employee (and earnings allocated to the employee's account) are vested after five years of service. Any
forfeitures are reallocated to participants. Plan provision and contribution requirements are established and may
be amended by the City Council.

For fiscal year 2004, the City's contribution to the defined contribution plan was approximately $30,000, and the
employee contributions were approximately, $14,500.
NOTE L—ECONOMIC DEPENDENCY
State of Michigan shared revenues represent 18 percent of General Fund revenues.
The City's Hydro and Water/Sewer Funds have a significant economic dependence of two local corporations that are

major users of utility services. During the year ended June 30, 2004, the corporations' billings for utilities
approximated 11 percent of total billings in the Hydro Fund, 66 percent of total billings in the Water/Sewer Fund.
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BRICKLEY DELONG

CERTIFIED PUBLIC ACCOUNTANTS
OQC

October 4, 2004
City Council

City of Hart RO R
Hart, Michigan

In planning and performing our audit of the financial statements of the City of Hart for the year
ended June 30, 2004, we considered its internal control in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control. However, we noted certain matters involving the
internal control and its operation that we consider to be reportable conditions under standards
established by the American Institute of Certified Public Accountants. Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the design or
operation of the internal control that, in our judgment, could adversely affect the City of Hart’s
ability to initiate, record, process and report financial data consistent with the assertions of
management in the financial statements. We have attached a summary of such reportable
conditions.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that errors or
fraud in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be reportable conditions and, accordingly, would not necessarily disclose all
reportable conditions that are also considered to be material weaknesses as defined above.
However, we believe Recommendation 1 on the attached summary is a material weakness.

This report is intended for the information of the City of Hart, management, and others within
the administration and is not intended to be and should not be used by anyone other than these
specified parties.

M&/)elm?, fLC

500 Terrace Plaza - P.O. Box 999 « Muskegon, MI 49443 907 §. State St. « P.O. Box 331 « Hart, MI 49420
PHONE (231) 726-3157 « FAX (231) 722-0260 PHONE (231) 873-1040 « FAX (231) 873-0602




MATERIAL WEAKNESS

Recommendation 1: Bank reconciliations should be reconciled to the general ledger on a

monthly basis.

During our testing, we noted that monthly bank reconciliations were not reconciled to the general
ledger in a timely manner.

Reconciliations for all bank accounts should be reconciled to the general ledger on a monthly
basis. This procedure is essential to provide accurate interim financial statements.

REPORTABLE CONDITIONS

Recommendation 2: General ledger journal entry procedures should be improved.

A significant number of journal entries are posted to the general ledger by only one employee.
The journal entries should be maintained in numerical order with adequate descriptions and
supporting documentation. They should be reviewed and approved by an appropriate official.

Improving journal entry procedures would strengthen internal controls and help to ensure
accurate financial statement reporting,

Recommendation 3:  Procedures should be improved for computation of equipment usage.

During our testing, we noted errors in account distribution for equipment rental, where the hours
of usage were charged to the incorrect fund. Additionally, we noted computation errors where
the wrong number of hours was used to compute the monthly rent and the worksheet used to
tally the rental totals did not include all cells and therefore did not report accurate totals.

The periodic verification of worksheet formulas, usage of control totals to verify proper hours
input and careful input of time within funds would help to ensure the funds are not over or
undercharged for equipment usage.

Recommendation 4: Check writing and approval policies and procedures should be followed.

During our testing, we noted 3 of 40 checks tested did not contain two signatures, even though
policy requires two signatures. Those same 3 checks were not included in the packet that was
submitted to Council for approval.

Requiring established procedures to be followed would reduce the risk of misappropriation of the
City's assets.




